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In December, China's state-owned Capital Steel Corp. bought Peru's huge iron mining company
Hierroperu S.A. at a record US$312 million, making the Chinese firm the second largest foreign
investor in the country after the US-owned Southern Peru Copper Corp. The new owners promised
to increase iron production by 500% in the next three years. When the government announced
the sale of Hierroperu last October, it attracted bids from both the Chinese corporation, and from
a consortium of Mexican, Chilean and Japanese firms: Imexsa, Compania Mineros del Pacifico,
and Mitsubishi, respectively. According to the competing consortium, the Chinese company won
the contract by offering nearly three times the assessed value of Hierroperu. "It is unbelievable
that they are paying that much," said Glen Trebilcock, executive vice- president of Compania
Mineros del Pacifico. "At the prices the Chinese are paying, it would be better to buy iron on the
world market." According to the New York Times, Hierroperu's mines and plants located 250
kilometers south of Lima in San Juan de Marcona are extremely dilapidated from lack of investment
and upkeep. For example, roughly half of the company's fleet of 32 large dump trucks are out of
service awaiting repair, and mine production is presently running at about 40% of capacity. The San
Juan de Marcona region's vast supply of rich iron ore and its proximity to the coast which greatly
reduces transportation costs apparently provided special incentive for the Chinese government.
Capital Steel spokespersons said growth in the Chinese economy is so rapid and its industrial base
so underdeveloped that acquisition of steel mines, iron mines and other western businesses is
far easier than waiting until such industry can be developed within China. Iron demand in China
already the world's third largest consumer at 70 million metric tons per year is growing at about
15% annually, making an adequate and stable supply essential for the country's future economic
growth. As a result, early in 1992, the Chinese government authorized Capital Steel to invest at least
half of its annual profits abroad to secure supplies. Capital Steel officials who are seeking more
mines and plants throughout South America say the Hierroperu acquisition is now the Chinese
government's single largest foreign investment outside Asia and the northern Pacific. Under the
purchase agreement, Capital Steel will pay US$120 million in cash to the Fujimori government,
assume US$42 million of Hierroperu's debt and invest US$150 million over the next three years.
The new owners plan to increase production at Hierroperu from the current 2 million MT per year
to 10 million MT in the near term, and to 15 to 20 million MT in the long term. In fact, Capital Steel
says it may double its promised investment to US$300 million in order to build a steel plant at the
neighboring port of San Nicolas. (Sources: Chinese news service Xinhua, 11/06/92; Spanish news
service EFE, 12/16/92; Agence France-Presse, 12/16/92, 12/17/92; New York Times, 12/31/92)
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